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15 BY THE COMMISSION:

16 FINDINGS OF FACT

17 1. Southwest Gas Corporation ("Southwest") is engaged in providing natural gas

18 within portions of Arizona, pursuant to authority granted by die Arizona Corporation Commission.

19 2. On June 26, 2006, Southwest Gas Corporation ("Southwest") filed an application

20 for approval of its Distributed Generation ("DG") program, as required by Decision No. 68487.

21 Decision No. 68487 required that the Company file detailed descriptions of its demand-side

22 management programs within 120 .days of the Commission's February 23, 2006 Order approving

23 rate changes effective March 1, 2006.

24 3. The proposed program would be newly-implemented. The DG program is one of

25 seven DSM programs included in Southwest's 2006 Arizona Demand Side Management Program

26 Plan.

27 1 I o

28
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Unde r S outhwe s t's  propos a l, re ba te s  will be  provide d to re s ide ntia l cus tome rs

2 purcha s ing h igh-e fficie ncy wa te r he a te rs , c lo the s  wa s he rs  a nd drye rs , a nd progra mma ble

thermosta ts , To be  e ligible , re s ide ntia l cus tome rs  mus t purcha s e  a pplia nce s  with ENERGY

-e fficie ncy a pplia nce s  purcha s e d unde r this  progra m would a ls o ha ve  to be  s la te d for

3

4

5 The  high

6 ins ta lla tion in a  Southwest se rvice  a rea

Ana lys is  by S ta ff indica te s  tha t programmable  the rmos ta ts  a re  not a  cos t-e ffective

8 DS M me a s ure . Ana lyS is  a ls o  indica te s  tha t e ne rgy s a vings  for the  clothe s  wa s he r/drye r

9 combina tion have  not been e s tablished and tha t a  cos t-e ffective  leve l of savings  may not exis t for

10 Ms  me a s ure , pa rticu la rly g ive n  its  h ighe r incre me nta l cos t. S ta ff ha s  re comme nde d tha t

l l progra mma ble  the rmos ta ts  a nd the  clothe s  wa s he r/drye r combina tion be  e limina te d from the

12 Consume r P roducts  progra m a nd tha t, ins te a d, the program be  us e d to promote  more  e fficie nt

13 wa te r hea te rs . S ta ff ha s  a lso recommended tha t Southwes t Gas  review othe r potentia l ga s  DSM

14 me a s ure s  to de te rmine  if a ny ca n be  include d in the  Cons ume r P roducts  progra m on a  cos t

15 effective  basis , submitting the  proposed new measure  or measures to the  Commission for approval

16 Staff has recommended tha t this  program be  approved as  a  one-year pilot only, and

17 tha t S outhwe s t file  with the  Cormnis s ion for a pprova l to continue  the  progra m a t the  e nd of one

18 yea r. Da ta  conce rning program pa rticipa tion and the  cos t-e ffectiveness  of the  program should be

19 include d with the  a pplica tion

20 Ma rke ting a nd De live ry S tra te gy

21 7 As proposed by Southwest, the  program would be  marketed to Southwest customers

22 through inse rts , direct ma il, news le tte rs  and announcements  on webs ite s . Southwes t would a lso

23 hire  a  contra ctor to  work with  re ta ile rs  fe a turing high-e fficie ncy cons ume r a pplia nce s , the

24 contra ctor would de live r informa tiona l ma te ria ls , coordina te  e ve nts , a nd a ct a s  lia is on with

25 Southwest. The  program's  contract employee  would a lso conduct workshops  a t re ta il loca tions  to

26 educa te  consumers  on the  bene fits  of high-e fficiency equipment, ins ta lla tion te chniques , and on

27 the use  of programmable  thermosta ts

28
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1 Southwest employees would also .work on the program, and would answer

2 questions, supply rebate applications, and perform a follow-up survey of participants. Customers

3 would be responsible for filling out die application for a rebate, for attaching the invoice or receipt,

4 and for submitting the application, either to Southwest or its contractor.

5 9. Staff has recommended that marketing for the Consumer Products program be

6 adjusted to reflect any measures eliminated or added to the program.

7 Monitoring and Evaluation

8 10. If the program is approved, Southwest proposes to survey a sampling of program

9 participants in order to evaluate customer satisfaction, program communication, and the role of

10 rebates in decisions to purchase energy-efficient equipment. This survey would take the form of

l l follow-up phone calls.

12 l l . Staff has recommended that the survey be designed to avoid inflating the level of

13 free ridership. In a New Mexico survey of its Consumer Products program, the level of free

14 ridership may have been overstated due to participants' reluctance to admit that they would not

15 have purchased energy-efficient products without incentives.

16 Program Budget and Incentives

17 12. Marketing costs come to $291,000 and represent 36.4 percent of the proposed

18 budget, but the program is designed to reach a large number of residential customers spread over

19 substantial geographic area. The marketing program is also intendedto reachand motivate a target

20 population that is often buying appliances on an emergency basis, when an existing appliance has

21 broken down and must be replaced quickly.

22 13. This budget also includes $50,000 to cover the cost of the contract employee who

23 would work with retailers to market the program's measures. Southwest states that the need to

24 reach and work with retailers across a large serviceareawill require a full-time contract employee.

25 The table below sets out the budget proposed by Southwest:

26 o • »

27 0 • o

28 4 4 ,

8.
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Imp le me n ta tio n

Outside Contractor $50,000

Marketing

Bill inserts, direct mail, Signage,
banners, brochures

$291 ,too

Incentives

Estimated amount $456,750

Dther Costs

Ma te ria ls /S upplie s $2,250

TOTAL $800,000

Measure
Proposed
Incentive

Estimated
Participation

Estimated Total <
for Each Measure

Water Heater $75 1,500 $112,500
Clothes  Washer/Dryer (se ts) $200 1,500 $300,000
Pro amiable thermostatsl $15 2,950 $44,250

TO TAL N/A 5,950 $456,750

Page 4 Docke t No. G-01551A-04-0876

Southwest Proposed Annual Budget

14. Be low a re  the  ince n tive s  p ropos e d  by S ou thwe s t,  a long  with  the  e s tima te d

pa rticipa tion for each measure . The  proposed tota l for each measure  is  a lso included1 1

1 2 Incentives Proposed by Southwest

15. S ta ff ha s  re commended tha t incentive  dolla rs  be  shifted from the  measure s  which

18 S ta ff ha s  propos e d e limina ting to wa te r he a te rs . Due  to the  high cos t of ma rke ting to a  la rge

19 re s ide ntia l cus tome r ba se , the  progra m cos ts  a re  like ly to re ma in s imila r to wha t S outhwe s t ha s

20 propos e d, e ve n with the  e limina tion of two me a s ure s . At the  s a me  time , re ducing the  budge t

21 without a  de cre a s e  in the  ma rke ting cos ts  ma y ma ke  it difficult to re a ch a  s ufficie nt numbe r of

22 pote ntia l progra m pa rticipa nts . In orde r to ma inta in cos t-e ffe ctive ne s s  with one  me a s ure , the

23 Southwes t program should offe r ince ntive s  on a  la rge r numbe r of wa te r he a te rs  with the  dolla rs

24 shifte d from the  e limina te d me a sure s . The  informa tion provide d by Southwe s t indica te s  tha t the

25 ma rke t for more  e fficie nt hot wa te r he a te rs  in its  s e rvice  a re a s  is  pote ntia lly la rge  e nough to

26 support the  program in a  cost-e ffective  manner

16. S ta ff re comme nds  tha t the  budge t for the  contra ctor pos ition for the  Cons ume r

28 Products  progra m be  re duce d to $25,000. Although the  ge ogra phic a re a  is  la rge , the  contra ctor

De cis ion No 6 9 9 1 6
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1 would assist in marketing only one measure, and would be working only with locations where

2 water heaters are sold. If new DSM measures are added to the program, or if the water heater

3 measure alone demonstrates both cost-effectiveness and high levels of participation, this issue can

4 be revisited when Southwest files for approval to continue the program.

17. Staff has recommended a budget of $775,000, reflecting the reduction for the5

6 contractor position.

7 Staff Analvsis

18.8 Programmable thermostats do not result in reliable energy savings, Unlike

9 appliances that produce savings through more efficient use of energy, programmable thermostats

10 can only lead to energy savings if there are changes in consumer behavior. Field studies have

11 shown that these changes in behavior do not usually occur in practice and that, in some instances,

12 energy consumption increases after programmable thermostats have been installed. The

13 Environmental Protection Agency ("EPA") is in the process of ending Energy Star designation for

14 programmable thermostats and will, instead, focus on educating consumers on the use of

15 programmable  thermosta ts .

16 19. Staff has recommended that rebates for programmable thermostats be eliminated

17 from the Consumer Products program.

18 20. Staff has also recommended that the washer/dryer combination be eliminated from

19 the program. The per-measure incentive offered under the program is comparatively high ($200),

20 while die energy savings have not been clearly established. With higher-efficiency appliances,

21 therm savings may result Hom decreased hot water usage and increased moisture removal during

22 the wash cycle, and moisture sensors may shorten drying cycles, if properly maintained. However,

23 the uncertainty of those savings and the absence of data to indicate the level of savings do not

24 support the use of incentives to promote this measure.

25 21. The more energy-efficient water heaters currently available on the market provide

26 sufficient therm savings to make the proposed program cost-effective, if program participation is

27 increased. In the future, new types of water heaters may provide higher therm savings once these

28 technologies are available on the market, and once their reliability and cost-effectiveness have

De cis ion No. 6 9 9 1 6



P a ge  6 Docke t No. G-01551A-04-0876

been established. These technologies include Gas Condensing and Advanced Non-Condensing gas

water heaters

22. Staff estimates that the program would have a cost-effectiveness ratio of slightly

4 over 1.0 for individual measures. Staff calculations indicate that. with a half-time contractor

1

2

5

6

cos ting  $25,000 pe r ye a r, pa rtic ipa tion  would  ne e d  to  incre a s e  to  4 ,100 to  ma in ta in  cos t

effectiveness

23. The  e s tima te d e nvironme nta l be ne fits  a ris ing from this  progra m would be  more

8 mode s t tha n origina lly e s tima te d by S outhwe s t, s ince  the se  origina l e s tima te s  include  a  le ve l of

9 s a vings  from progra mma ble  the rmos ta ts  tha t is  unlike ly to be  re a lize d in pra ctice , a long with

10 savings  from the  washer/drye r combina tion. As  a  result of excluding es tima ted savings  Hom these

l l two measures, the  estimated environmenta l savings have  been revised downward, and now include

12 only those  sa vings  re la te d to the  wa te r heaters . S ta ff e s tima te s  tha t with 4,100 ins ta lla tions  pe r

13 yea r, the re  would be  2,103,300 lbs . in life time  CON savings . The  e s tima ted annua l savings  would

14 be  701.100 lbs

15 Reporting Requirements

16 24. S ta ff ha s  re comme nde d tha t S outhwe s t include  informa tion a bout the  Consume r

17 P roducts  progra m in S outhwe s t's  s e mi-a nnua l DS M re ports . The  informa tion provide d s hould

18 include  the  following: (i) the  numbe r of pa rticipa nts ; (ii) the  numbe r a nd na ture  of me a s ure s

19 ins ta lle d, (iii) the  re s ult of the  follow-up s urve y a nd a ny re s ulting cha nge s  in the  s urve y, (iv)

20 s a mple  copie s  of ins e rts  a nd othe r forms  of a dve rtis e me nt for the  progra m, a nd (v) progra m

21 spending

22 25 S ta ff has  iiurther recommended tha t the  follow-up survey proposed by Southwest as

23 part of its  monitoring process  should be  conducted on an annua l bas is , wide  the  results  reported in

24 Southwest's  semi-annua l DSM report

Summary of S ta ff Recommendations

26. S ta ff h a s  re co mme n d e d  th a t p ro g ra mma b le  th e rmo s ta ts  a n d  th e  c lo th e s

27 washe r/drye r combina tion be  e limina ted from the  Consumer P roducts  program and tha t, ins tead

28 the  program be  used to promote  more  efficient water hea ters

25

26
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1 Staff has recommended that Southwest Gas review other potential gas DSM

2 measLy°es to determine if any can be included in the Consumer Products program on a cost-

3 effective basis, submitting the proposed new measure or measures to the Commission for approval.

4 28. Staff has recommended that this program be approved as a one-year pilot only, and

5 that Southwest file with the Commission for approval to continue the program at the end of one

6 year. Data concerning program participation and the cost-effectiveness of the program should be

7 included with the application.

8 29. Staff has recommended that the budget for contractor position for the Consumer

9 Products program be reduced to $25,000, if the programmable thermostat and washer/dryer

10 measures are eliminated.

l l 30. Staff has recommended that marketing for the Consumer Products program be

12 adjusted to reflect any measures eliminated or added to the program.

13 31. Staff has recommended that the follow-up survey be designed to avoid inflating the

14 level of Her ridership.

15 32. Staff has recommended that incentive dollars be shifted from the measures which

16 Staff has proposed eliminating to the water heater measure.

17 33. Staff has recommended a budget of $775,000, reflecting the reduction for the

18 contractor position.

19 34. Staff has recommended that information about the Consumer Products program be

20 included in Southwest's semi-annual DSM reports. The information provided should include the

21 following: (i) the number of participants; (ii) the number and nature of measures installed; (iii) the

22 results of the follow-up survey and any resulting changes in the program, (iv) sample copies of

23 inserts and other forms of advertisement for the program; and (v) program spending.

24 35. Staff has recommended that the follow-up survey proposed by Southwest as part of

25 its monitoring process should be conducted on an annual basis, with the results reported in

26 Southwest's semi-annual DSM report.

27.

27

28
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3

CONCLUS IONS  OF LAW

S outhwe s t is  a n Arizona  public s e rvice  corpora tion within the  me a ning of Article

XV. Se ction 2, of the  Arizona  Cons titution

The  Commiss ion has  jurisdiction over Southwest and over the  subject ma tte r of the

5

2

a pplica tion

6 3 The  Commiss ion, ha ving re vie we d the  a pplica tion a nd S ta ffs  Me mora ndum da te d

7 Augus t 8, 2007, conclude s  tha t it is  in the  public inte re s t to a pprove  the  Cons ume r P roducts

8 program with the  modifica tions  and recommendations  proposed by Sta ff.

9

10

1 1

IT IS  THEREFORE ORDERED tha t the  Cons ume r P roducts  progra m be  a nd he re by is

approved

12 IT IS  FURTHER ORDERED tha t programmable  the rmosta ts  and the  clothes  washe r/drye r

13 combina tion be  e limina ted from the  Consumer Products  program and tha t, ins tead, the  program be

14 . used to promote  more  e fficient wa te r hea te rs

15 IT IS  FURTHER ORDERED tha t S ou thwe s t Ga s  re vie w o the r po te n tia l ga s  DS M

16 me a s ure s  to de te nnine  if a ny ca n be  include d in the  Cons ume r P roducts  progra m on a  cos t

17 effective  basis , submitting the  proposed new measure  or measures to the  Commission for approval

18 IT IS  FURTHER ORDERED tha t this  progra m be  a pprove d a s  a  one -ye a r pilot only, a nd

19 tha t S outhwe s t file  with the  Commiss ion for a pprova l to continue  the  progra m a t die  e nd of one

20 yea r. Da ta  conce rning program pa rticipa tion and the  cos t-e ffectiveness  of the  program should be

include d with the  a pplica tion2 1

22

24

IT IS  FURTHER ORDERED tha t the  contra ctor pos ition for the  Cons ume r P roducts

23 program be  reduced to a  part-time position, with a  budget of no more  than $25,000

IT IS  FURTHER ORDERED tha t ma rke ting  for the  Cons ume r P roducts  progra m be

adjusted to reflect any measures e liminated or added to the  program

IT IS  FURTHER ORDERED tha t the  follow-up surve y be  de s igne d to a void infla ting the

25

26

27 leve l of fre e  ride rship

28
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1

2

3

5

6

7

8

IT IS  FURTHER ORDERED tha t ince ntive  dolla rs  be  s hifte d from the  me a s ure s  which

Staff has proposed e liminating to the  water heater measure .

IT IS  FURTHER ORDERED tha t the  budge t for the  Cons ume r P roducts  progra m be

4 $775,000 annua lly, re flecting reduction of the  contractor pos ition to pa rt-time .

IT IS  FURTHER ORDERED tha t informa tion a bout the  Cons ume r P roducts  progra m be

include d in S outhwe s t's  s e mi-a nnua l DS M re ports . The  informa tion provide d should include  the

following: (i) the  number of pa rticipants ; (ii) the  number and na ture  of measure s  ins ta lled; (iii) the

re sults  of the  follow-up S urve y a nd a ny re sulting cha nge s  in the  progra m, (iv) s a mple  copie s  of

inserts  and other forms of advertisement for the  program; and (v) program spending.9

10

11

12

13

14

15

16 o 4 O

17

18

19

20

21

22

23

24

25

26

27

28
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2

3

IT IS FURTHER ORDERED that the follow-up survey proposed by Southwest as part of

its monitoring process be conducted on an annual basis, with the results reported in Southwest's

semi-annual DSM report

IT IS FURTHER ORDERED that this Decision shall become effective immediately

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

9

10

S IONER comm1ssIonErE /CQKSIMSSIQMR

IN WITNESS WHEREOF. I DEAN s. MILLER. Interim
Executive Director of the Arizona Corporation Commission
have hereunto, set my hand and caused the official seal of
this Commission to be affixed at the Capitol, in the City of
Phoenix, this §')ll""' day of g o  D t w f l  I n a / , 2007

4 LER
Inte rim Exe cutive  Dire c tor

DIS S ENT: 1 4 - 4 4 @ 4

DIS S ENT

EGJ:JMK:1 \JFW
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